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California has declared the goal of replacing MTBE in gasoline with ethanol by January, 2004.  To achieve that goal, the state will need to import large volumes of ethanol, unless a viable program is developed for producing ethanol within the state’s borders.  

We examine the firm-level economics and the regional economic impacts of producing ethanol in California.  The feedstocks we consider include corn and low-quality fruit that may be available at an affordable price for use in ethanol production.  In particular, we consider using low-quality grapes, raisins, and treefruit.  California farmers produce large amounts of these crops, each year, and a substantial portion of the produce is sold in secondary markets at reduced prices.  We estimate the firm-level costs of using those products to generate ethanol.  At current prices, the firm-level economics are not attractive.  However, sensitivity analysis with respect to the prices of inputs and outputs reveals the price levels that might motivate firms to consider producing ethanol in California.  

The positive regional economic impacts may motivate public sector support of investments in ethanol production capacity, particularly in rural areas where the public benefits of higher rates of economic growth may be substantial.  We describe policy recommendations that public officials might consider to encourage investments and production.

